
JAN 19 1990 

C~RTIF'IED--RE1~URN REGEIPT REQUESTED 

:Q'£I~~~ 

ARCO Oil and (;~$ Cotnpany 
.At: t~i1tion : Ronald T. Spot'lt)er'g 
P. 0. Box 1610 

Midland, Texa~~ 79102 

) 
) 
) 
) 

$P~~Q..,...~2Q:.:Ql 

Reversed 

ARCO olJ. and Gas Contpany has requested a State Director Review (SDR) ot a 

RETURN RECEi7r REQUESTEO 

dec.ision of the Distt'ict M:anagAt', Mil~s City 

M-60/49 

{922..Bi 

Dist.rict Offit;e (MGOO) . 
assessing 1~(Jmpensatot"j' 

gas lease M--60i'49. Said 
ft'om th~ Hoffelt No. 2 well 

.':i9 8. , Sheridan County. 
Janu8t",/ 8, 1990, and was 

Mil.es City, Montana. 
l:'oJ"alties for dr-alnage 
~it'ainage occurred as 
located irl the sg~w~, 
Montana. The r-equest 

dated Oeeen:{bet' 12. 1989, 
fcotn J!.'ederal oil and 

a t'esult of pr-Odl,ction 
sec. 32; '1'. 32 N. , R. 

tor this SDR was d~ted 
t.1mely r-eceived by this office on .january 16. 1990.


ARCO identitied several technical and pLo~edural issues fat' consideration

by thi.g SDR, One Lgsue concer-ned the economic an41ysis prepared by the

MCOO show:tllg that a paying prot.ectj.ve well could have been drilled on ttle

dt'airled tract. , ARCO stated on page 2 of their SDR that, " .., tile Miles

City. Otfi;~e has ~h(,sen to incl:'ease its C.l'Ude oil price fot'e(~ast to nea('

double the original forecast used by the Miles City Offiee in its

economic analysis whi(~h ARCO ['ecelved on June 1" 1986. .' AR(;;O turthe['

~ltated Chat, " ., .the more pt'eeise arid a.ccul:"ate measure of the projected


economic perfo[.man(~e of the tpt~otectlon' well in this instance is actual

h.lstot'i\~aj. Pt'il:;lng data."


The paying well anal,/sis prepar:ed by the MCDO on December 7, 1989,

follows the example provided in the Interim Drainage Standar-ds Handbook;

lH-J160-2), in that it assumes level. pricing from the date that a paying

protectlve we.ll could have tir9t been dr:illel1 However, page :l() of the

Interim Jj['ainage Manual (3160-2) states that. "The value for oil and gas

pt.icing is based on the appropt'iat? tinle per-iod. we recognize tr.at

thj.s may rept'eserlt an apparent contradiction, but it. is our position,

when dat.a i-s avai.labLe, hj.st.or:i('.a-l pt'icJ.ng will be used when condu<:.tlng


paying wel.L :jf't-er1Uinal:ion::c) .Therefore. 'lie [~()Jldu("ted a new pr:Qt~ctiv~


) 
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,,'-'nT9mAS p, ¥t()-nni9 

" 1 4'rl l' 
os ' u ."' 

,~. .."' 

J.-Pt'otectj.ve wel anaLysis (1 p,) 

ec: w/er1cIQgu~e 
D.." u.L' l {."~ i'1 ty ". , ..,;.,:) v-

bc: 
CA SO 

NM SO 

AK SO 

AZ SO 

ESO 

WY SO 

ID SO 

NM SO 

OR SO 
UT SO 

NV SO 

(w/o encl.) 

922:EBurks:jk:1/18/90:x844:6017d 
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